The main aim of this paper is to discuss recent development of micro, small and medium enterprises (MSMEs) and their current problems in Indonesia, based on analysis of secondary data on their performance focusing on their contribution to gross domestic product (GDP) and productivity, and their constraints. It shows that their GDP share is larger than that of large enterprises (LEs). But it is mainly because their number is huge, while their productivity is low. Their main constraints are mainly high cost of raw materials, marketing difficulties, and lack of capital.
Introduction
In Asian developing countries, micro, small and medium enterprises (MSMEs) have made significant contributions over the years measured in terms of their shares especially in: (a) number of enterprises; (b) employment generation; (c) production and value added; (d) aggregate output or gross domestic product (GDP); (e) number of enterprises set up by women entrepreneurs; and (f) regional dispersal of industry. According to Narain (2003) , the contributions of these enterprises are vital as they: (a) make up between 80 and 90 per cent of all enterprises; (b) provide over 60 per cent of the private sector jobs; (c) generate between 50 and 80 per cent of total employment; (d) contribute about 50 per cent of sales or value added; (e) share about 30 per cent of direct total exports. In large countries like India, China and Indonesia, the growth of MSMEs is also considered very important due to their potential contributions to employment creation, improvement of income distribution, poverty reduction, export growth of manufactures, and development of manufacturing industry, rural economy, and entrepreneurship, especially among young educated individuals and women.
In Indonesia, the importance of these enterprises is especially because of their characteristics, which include the followings. First, their number is huge, and especially micro enterprises (MIEs) and small enterprises (SEs) are scattered widely throughout rural areas and therefore they may have a special 'local' significance for the rural economy; while medium enterprises (MEs) are concentrated in urban areas. Second, as being populated largely by firms that have considerable potential for employment growth, the development or growth of these enterprises constitutes a significant element of policy to create employment and to generate income and so to reduce poverty. Third, MSMEs use technologies that are in a general sense more 'appropriate' as compared to modern technologies used by large enterprises (LEs) to factor proportions and local conditions in Indonesia; that is, many raw materials are locally available but capital, including human capital is very limited, especially in rural areas. Fourth, not only that the majority of MSMEs in Indonesia are located in rural areas, they are also mainly agriculturaly based and oriented activities. Therefore the Indonesian government efforts to support these enterprises are also an indirect way to support development in agriculture in the country. Fifth, they finance their operations overwhelmingly by personal savings of the owners, supplemented by gifts or loans from relatives or from local informal moneylenders, traders, input suppliers, and payments in advance from consumers. Based on this fact, there is another important role that to enterprises can play, namely, as a means to allocate rural savings that otherwise would be used for unproductive purposes. Sixth, although in general people in rural areas are poor or from the low-income group, many poor villagers are able to save and invest a small amount of capital either from their salaries as local civil servants or teachers or from their revenues as farmers; and they are willing to take risks in doing so. In this respect, MSMEs provide a good starting point for the mobilization of both villagers' talents as entrepreneurs and their capital; while, at the same time, rural MSMEs can function as an important sector providing an avenue for testing and developing rural entrepreneurial ability.
With the above background, the main aim of this paper is to discuss recent development of MSMEs and their current prob-lems in Indonesia. Methodologically, as a descriptive analysis, this study is based on secondary data analysis and a review of key literature.
Characteristics of MSMEs
In Indonesia, MSMEs are not a homogenous group, but different among subcategories. MEs and MIEs can be distinguished obviously from MEs by reference to their different characteristics in many aspects, such as formality or ways in doing business, market orientation, social-economic profiles of the owners/producers, nature of workers employed, adopted organization and management system, degree of mechanization (nature of production process), sources of main raw materials and capital, location, external relationships, and degree of women's involvement as entrepreneurs (Table 1) . Market orientation majority sell to local -many sell to national -all sell to national marmarket and for low market and export ket and many also exincome consumers -many serve also port middle to high -all serve middle and income group high-income consumers Sandee and ter Wingel (2002) examined the level of development of MSME in Indonesia, by focusing on MSME clusters in the manufacturing industry. From their observations, they classified manufacturing MSMEs clusters in Indonesia into four types according to their level of development (including level of entrepreneurship), each with its own characteristics ( Table 2) . The first type is called "artisinal". If the level of cluster development can be measured by the following scale: one (the lowest), two, three and four (the highest), then the level of cluster development of artisinal is in the category one. This type of clusters dominated clusters in Indonesia (roughly speaking more than 90%). Altenburg and Mayer-Stamer (1999) also refer to such clusters as "survival" clusters of MIEs, as this type of cluster displays many characteristics of MIEs with level of productivity and wages being much lower than that of SEs and MEs. In these clusters the degree of inter-firm cooperation and specialization is very low, reflecting the lack of specialists in the local labor force as well as a fragile social fabric.
The second type is called "active" clusters, which are developed rapidly in terms of skill improvement, technological upgrading and successful penetration of domestic and export markets. The active clusters may still be artisanal in character, which still face qual- ity-related problems and their markets are mainly local or domestic. Typical examples of these clusters are such as roof tiles clusters, metal-casting clusters, shuttle-cock clusters, shoe clusters and brass-handicraft clusters. In these clusters, some enterprises start to influence the development trajectory of the clusters, and some enterprises produce for export through middlemen or traders or trading houses from outside the clusters. 1 -mainly MIEs; -low productivity and wage; -stagnated (no market expansion; no accumulation of investment; no increase in production; no improvements in production methods, management, and organization; and no innovation); -local market (low-income consumers) oriented; -used primitive or obsolete tools and equipment; -many producers are illiterate and passive in marketing (producers have no idea about their market); -the role of middlemen/traders is dominant (producers are fully dependent on middlemen or trader for marketing); -very low degree of inter-firm cooperation and specialization (no vertical co-operations among enterprises); -no external networks with supporting organizations.
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"Active" 2 -used higher skilled workers and better technology; -supplied national and export markets; -active in marketing; the degree of internal as well as external networks is high "Dynamic" 3 -trade networks overseas are extensive; -internal heterogeneity within clusters in terms of size of enterprises, technology, and served market is more pronounced; -leading/pioneering firms played a decisive role.
"Advanced" 4 -the degree of inter-firm specialization and cooperation is high; -business networks between enterprises with suppliers of raw materials, components, equipment and other inputs, providers of business services, traders, distributors, and banks are well developed; -cooperation with local, regional or even national government, as well as with specialized training and research institutions such as universities is good; -many firms are export-oriented (mainly through trading houses or exporting companies).
Source: Sandee and ter Wingel (2002)
The third type is called "dynamic" clusters as they are characetrized by, among others, expanding exports. Examples of the third type are textile weaving clusters in Majalaya and Pekalongan, furniture cluster in Jepara, wig and hair accessories cluster in Purbalingga, and handicraft cluster in Kasongan. Many producers in these clusters have developed extensive trade networks not only domestic, but also overseas. Internal heterogeneity within clusters in terms of size, technology, and served market is more pronounced. Inter-firm specialization and cooperation among firms inside clusters are well developed. One of the most striking features of this type (and also to a certain extent in the "active" clusters) may be the decisive role of leading/pioneering firms, usually larger and faster growing firms, to manage a large and differentiated set of relationships with firms and institutions within and outside clusters. Some leading firms have utilized cuttingedge technologies in production (Supratikno, 2002a,b) .
The fourth type is called the 'advanced' clusters, and in this type of clusters all enterprises are mostly MEs. The key characteristics of these clusters are that many of the enterprises are export-oriented and they have strong inter-firm specialization (see further Table 2 ).
Performance of MSMEs Number of Enterprises and Total Employment
Historically, Indonesian MSMEs have always been the main players in domestic economic activities, accounting for more than 99 percent of all existing firms across sectors (Table 3 ) and providing employment for over 90 percent of the country's workforce (Table 4) , mostly women and the youth. The majority of MSMEs are MIEs, which are dominated by self-employment enterprises without wage-paid workers. In 2009, for instance, the share of these tiny enterprises in total MSMEs or in total MSMEs plus LEs is about 98.88 percent. They are scattered widely throughout the rural areas, and, therefore, are likely to play an important role in helping to develop the skills of villagers, particularly women, as entrepreneurs. However, many MIEs are established by poor households or individuals who cannot find better job opportunities elsewhere, either as their primary or secondary (supplementary) source of income. Therefore, the presence of many MIEs in Indonesia is considered as a result of current unemployment or poverty problem; not seen as a reflection of entrepreneurship spirit (Tambunan, 2006; 2008; 2009a,b) .
The majority of MSMEs in Indonesia are involved in agriculture. Within the group, MIEs are mostly agricultural-oriented. As can be seen in Table 5 , about 52 percent of total MIEs were found in the sector, compared to only 0.2 percent and 4.2 percent with respect to, respectively, SEs and MEs. The second important sector for MSMEs is trade, hotel and restaurants. In the manufacturing sector, MSMEs are traditionally not so strong as compared to LEs. This structure of MSMEs by sector is, however, not an Indonesian unique. It is a key feature of this category of enterprises in developing countries, especially in countries where the level of industrialization is relatively low. 
GDP Contribution
With respect to their contributions to the formation of gross domestic product (GDP), as shown in Figure 1 , the GDP share of MSMEs as a group has always been higher that that of LEs at around 58 percent (at constant prices) since 2006. However, it varies by sub-category: MIEs have always higher GDP share than those of SEs and MEs. However, it is not because the first sub-category of enterprises has higher productivity. It is mainly because the number of units of this sub-category is much larger than that of SEs and MEs.
Next, Table 6 presents data on GDP contributions of MSMEs and, as a comparison, LEs by sector. As can be seen, there are two interesting facts from this table. First, the GDP share of MSMEs varies by sector. Only in their key sectors, i.e. agriculture and trade their GDP shares are relatively high. Second, in sectors where huge capital, advanced technologies and high skilled workers are crucial such as mining, manufacturing, construction, and electricity, gas and clean water supply, the GDP shares of MSMEs are always much lower than that of LEs. Although in different sectors or subsectors the MSMEs may have different growth rates of output, in total, their annual growth rates of output are always higher than that of LEs. Within the enterprises, however, the output growth rate of SEs and MIEs together is always lower than that of MEs, although the gap tends to become smaller by year during the period reviewed (Figure 2) . Among many other possible explanations, the difference can be explained by the fact that in comparison with MIEs and SEs, MEs are more modern and well organized units of production. They also use advanced technologies and employ high skilled workers. Whereas, MIEs and SEs are generally unorganized economic activities and they use mostly unappropriate technologies, adopt promitive ways of doing production/businesses, and employ unskilled workers, including unpaid family members (especially in MIEs). So, within the MSMEs, MEs have higher growth capability than their smaller counterparts. MSMEs' contribution to the annual GDP growth is also higher than that of LEs (Figure 3) Table 7 provides data on MSMEs in some other Asian countries. Although official data on MSMEs in these countries are limited, some studies (e.g. Goh, 2007 , ADB, 2009 , Tambunan, 2009b , and UN-ESCAP, 2009 ), on which the table is based, managed to make estimates of actual contributions of the enterprises in the particular countries' economy. As can be seen, in all countries studied where estimates are available, MSMEs reveal as the majority in number of units, employment creation and value added generation. With respect to GDP contribution, MSMEs in Cambodia have the highest share, followed by those in China and Indonesia. In regard to employment creation, Cambodia and Indonesia are both in top position as their MSMEs contribute almost 100 per cent of total employment creation. 
Productivity
As already shown before, the GDP share of MSMEs or their contribution to the GDP growth is higher than that of LEs. However, it does not means automtically that the level of productivity in MSMEs is higher than that in LEs. On the contrary, as one key characteristic of MSMEs in Indonesia, as in developing countries in general, the level of productivity in these enterprises is generaly low. As the level of productivity goes along with the level of efficiency in using inputs or factors of production, low productivity means also high production costs and thus high price per unit of output, which means that the enterprises do not have price competitiveness in comparison with LEs. In fact that most products offered by MSMEs have lower prices than those produced by LEs and imports is mainly because their quality is inferior to that of LEs and imports.
As a simple approach, the ratio of total output value or total value added to total workers employed can be used to measure the labour productivity in MSMEs. Based on official data, as can be seen in Figure 4 , the value added-labour ratio in these enterprises is much lower than that in their larger counterparts. Within the MSME group, the ratio varies, however, with lower in MIEs and SEs than in MEs.
Next, Table 8 presents labor productivity in MIEs and SEs in the manufacturing industry by selected important subsectors/ industries based on the ratio of total output value or value added to total workers. As can be seen, the level varies by subsector. The differences are influenced by a number of factors which can be grouped into two categories, namely: demand-side factors: e.g. market size which determined by per capita real income and population, and competition Differences in productivity are not only evident between MSMEs and LEs, but also within the MSMEs themselves, the level of labour productivity in MIEs is lower than that in SEs, and that in the latter sub-category is generally also below that in MEs. This may suggest that there is a positive correlation between the level of productivity and the size of enterprises. It means that the larger the size is, the more complex is the production proces and organisation, the more skilled workers and better technologies are needed which generate higher productivity. Also, since MIEs are mainly in the informal sector and these most traditional enterprises have the lowest level of productivity within the MSMEs, it can be said that there is a correlation between the level of formality and the level of productivity.
Based on country data, a 2009 report from the Asian Development Bank (ADB, 2009) shows labour productivity across MIEs and SEs in selected Asian developing countries. As can be seen in Figure 5 , in all countries covered, MIEs have much lower labor productivity than that in SEs. There are two interesting facts from this figure. First, the gap in labour productivity between the two subcategories of MSMEs varies by country, with Thailand as largest one. Second, MIEs in Thailand has the highest labour productivity than those in Indonesia, the Philippines and India. If the data used by this ADB report are telling the true, it can be concluded that MIEs in this country are more efficient and hence more competitive than their counterparts in the other three countries. 
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Current Constraint
Types of Constraints
MSMEs (especially MIEs and SEs) are often hampered by many, including institutional constraints to growth in size and to become viable/efficient larger enterprises. The constraints may differ from region to region, between rural and urban areas, between sectors and subsectors, or between individual enterprises within the same sector or subsector or region. However, there is a number of constraints common to all MSMEs, which include the lack of fund to finance their working and investment capitals, human resource with high skills, advanced technologies and up-date and comprehensive information; difficulties in procuring raw materials and other required inputs, marketing and distribution; high transportation costs; problems caused by cumbersome and costly bureaucratic procedures, especially in getting the required licenses; and policies and regulations that generate market distortions. These are often said in the literature as external constraints to MSME growth. 1 Based on government data from a national survey (BPS) on MIEs and SEs in the manufacturing industry, Table 9 highlights the main constraints faced by MIEs and SEs in the manufacturing industry in Indonesia. Surprisingly, data in this table does not suggest that all surveyed producers consider the lack of capital as their most serious business constraints. Those facing capital constraints are primarily MIEs that are located in the rural or backward areas where the access to bank credit or various existing government-sponsored SME credit schemes such as the wellknown KUR (Kredit Usaha Rakyat) scheme is either minimal or absent. Consequently, these MIEs depend fully on their savings, funding from other relatives and credit from informal lenders for financing their daily business operations. It can be seen in Table 10 which shows that the majority of the sampled producers use their own money to finance their businesses, with the share of 82.41 per cent and 68.85 per cent of the total sampled MIEs and SEs, respectively. Only very few producers borrow money to finance their business, about approximately 2.9 per cent and almost 1.8 per cent of the total sampled MIEs and SEs, respectively. They borrow money not only from bank or other formal non-bank financial institutions, but also from informal sources. Many of them borrow money from various sources (Table 11 ). The reason for such diversification in sources of capital is mainly because formal credits they received are often not enough, so they also borrow money from their relatives or friends. 2 There are various reasons why most of MIEs and SEs in Indonesia have limited or no access to formal credit, such as lack of valuable assets to be used as collaterals, their unfeasible businesses or not market promising from the banks perspective, and their informal way of doing businesses (i.e. not well organized activities or businesses without a well developed structure of organization and a good management system with good bookkeeping). MSME finance in Indonesia, however, had some institutional development successes during the New Order era until the 1997/98 Asian financial crisis. But, the financial institutions were less efficient and many of them were financially and structurally weak, which was manifest in high transactions costs and limits on their market penetration. As a result, during that pre-1997/ 98 crisis period, the overwhelming number of MIE and SEs, especially outside important cities and in other islands beyond Java was not served by banks and other financial institutions including those which were supposed to serve them. Other main constraints stated in Table  9 include cumbersome and onerous business regulations and restrictions. Basically, these problems which hamper business activities in Indonesia reflect the poor governance in the country. One of the most egregious restrictive regulations, which hampered bona fide business in Indonesia, including MSMEs, was the policy-generated barriers to domestic competition and trade. These policy-generated barriers included the barriers to interregional and inter-island trade and proliferation of several state and private monopolies which proliferated during the New Order era . The policy-generated barriers to domestic competition and trade included barriers to entry in certain economic activities, officially sanctioned cartels and monopolies, price controls, dominance of state-owned companies (SOCs) in certain sectors and preferential treatment for selected favored LEs. However, shortly after the 1997/98 Asian financial crisis, with the help of the International Monetary Fund (IMF), Indonesia started its large economic reforms in almost all sectors and dealing with almost all aspects of daily business, including reducing the dominance of SOCs in the economy.
Another example of bad government regulations for MSMEs was the case of furniture producers in Central Java. In Cirebon, for instance, the export of wood and rattan furniture has been declined since 2005. One cause of that was the regulation issued in 2005 by the Ministry of Industry and the Ministry of Trade which allowed free export for unprocessed wood and rattan. This decision did not only cause scarcity problem of unprocessed wood and rattan in local market for domestic furniture producers, but as such key raw materials were also exported to highly competitive countries in wood and rattan furniture like China and Vietnam, Indonesian furniture producers faced more difficulties in competition with China's and Vietnam's own made furniture, including rattan furniture al- Although the BPS survey data shown in Table 9 seem to suggest that such enterprises do not have problems with technology and skills. However, in reality, as one important characteristic of MIEs and SEs in Indonesia (as in many other developing countries), which makes them different from their counterparts in developed countries, they employ mostly low-skilled workers and use traditional/old (many often own made/modified) technologies; although the degree of skills and technology used varies by sector or groups of industry, depending on basic skills or technologies required. Even in the literature, it is often stated that lack of skills or technology is among serious constraints facing MSMEs, in developing countries.
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With respect to skill, Table 12 presents the level of formal education of the owners/producers of MSMEs in the manufacturing industry. As can be seen, of the total sampled MSMEs in the sector, only about 2.20 per cent have university degree; although the rate varies between MIEs, SEs and MEs. This picture is in line with the fact that on average the education level of the working population in Indonesia is also low. Data from the National Labour Survey show that until now inspite of the annual increase in the proportion of population with university or higher education degree, the majority of working population in the country are still from those with primary up to secondary schools only. 
Regional Comparison
As a regional comparison, based on recent, though limited, information from e.g. government reports, national surveys and case studies, Tambunan (2008) managed to make a list of main constraints common to MSMEs in other Asian developing countries (with " sign), although the degree of the importance of each of the constraints varies by country, depending on differences in many aspects such as the level of MSMEs development; the nature and the degree of economic development; public policies and facilities; and of course the nature and the intensity of government interventions towards MSMEs. As presented in Table 13 , the constraints include various problems in the procurement of raw materials and other required inputs such as price instability, unsustained supply (stocks are often not available), and inferior quality; difficulties in markting such as high costs of marketing, unfair competitions and monopoly practices by LEs, cheaper prices of imported competitive items, and spaces for them to sell their products are often limited by government regulations; lack of capital; high costs of energy, particularly high prices of electricity and fuel; lack of information especially in regard to market, technology, and price information; lack of modern technologies and human resource with high skills; lack of infrastructures, especially for MSMEs located in rural areas; tax system and tariffs which are often in favour of large and modern businesses; inflation either originated from the demand-side ('demand-pull') or the supplyside ('cost-push'); market distortions caused by regulations, restrictions, legal framework, law and order, and discrimination policies in favor of LEs; and labour issues like minimum wage regulations, social securities, and other restrictive labour market regulations. 
Conclusion
This study shows two interesting facts about MSMEs in Indonesia. One is related to the performance of the enterprises, and the second one is about their current main constraints. With respect to the performance, MSMEs are of overwhelming importance in Indonesia, as they accounted for more than 90 percent of all existing firms, and they continue to grow every year. This may be a positive sign of ongoing entrepreneurship development in the country. However, MSMEs are dominated by MIEs, which are undertaken mainly by poor and less educated households or individuals as their primary income source. Thus the growth of especially MIEs in Indonesia is more likely a reflection of poverty distress, as poor people are "pushed" to undertake such activities, rather than an indicator of entrepreneurship development. It also shows that MSMEs have larger GDP contribution than that of LEs. However, this is not because MSMEs have higher productivity than that of LEs. On the contrary, labor productivity in MSMEs is much lower as compared to LEs. Thus, the larger GDP share of MSMEs in Indonesia is mainly because the number of these enterprises is very huge.
With respect to the second fact, the main constraints faced by most of the enterprises are SEs, are financial limitation and marketing difficulties. Financial limitation, which due mainly to limited access to formal sources of credit, acts as their main constraint to improve their performance. This financial problem may also attribute to their marketing difficulties as most SEs and MIEs do not have the resources to explore their own markets. In addition, the study also shows that most owners of the enterprises have low formal education which may keep their technology or innovation ability low.
Lack of innovation capability caused by lack of education should be considered very serious (even more serious than other constraints), that slowly but sure can wipe out Indonesian MSMEs from both domestic and export markets in the long-run with the increasing pressures of other competitors. Supratikno, H. 2002a . The development of SME clusters in Indonesia. Paper presented at the ASEAN Roundtable on " Entrepreneurship and Small and Medium-Sized Enterprises (SMEs) 
